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Governor Announces Plan To Authorize VLF Backfill Payments

Today, the Governor announced that he will authorize payments to local governments
under a provision of last year’s State Budget Act that allows for deficiency
appropriations. Under Section 27 (a) and (b), the Director of Finance may transfer an
amount from any item of appropriation that is necessary to avoid a deficiency provided
that the transfer does not exceed more than 5 percent of the appropriation for any item.
According to the Administration, this action would not require any immediate action by
the Legislature.

The complete text of the Department of Finance Section 27 Letter is in Attachment I. It
shows that $148.8 million is being transferred from various Budget Items to
Item 9100-102-0001—Local Assistance, Tax Relief for disbursement to counties and
cites. In addition, the Finance letter shows that the federal In-Home Supportive Services
item is being increased by $41i million in order to free-up an equal amount of State
General Funds which will be added to the funds made available by the reductions listed
in the Finance letter.

Some of the reduction highlights are as follows:

s Department of

Services. . .$854,000
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• Department of Child Support Services—Unspent funds due to program
delays... $566,000

• Department of Child Support Services, Local Assistance—Administration—
Unspent funds due to program delays., ..$1 069,000

• University of California—Various reductions including unallocated, outreach and
labor studies... $29,928,000

• California State University—Unallocated... .$1 2,453,000

• Student Aid Commission—Saving from unspent Cal Grants... $50,000,000

The Governor’s action depends on this and subdivisions (d) and (e) of Section 27 which
permit “emergency expenditures” which can be incurred “in response to conditions of
disaster or extreme peril that threaten the health or safety of persons or property within
the state.” An emergency expenditure requires notification to the Chairperson of the
Joint Legislative Budget Committee and the chairs of the appropriation committees
within 10 days. Section 27 also requires the Finance Director to notify the chairs of
each budget committee when the Proposed State Budget is introduced in January and
they are to introduce legislation to appropriate the necessary funds and to enact
appropriate legislation by March 1, 2004. The Governor’s press release is silent on this
requirement.

In essence, the Governor is relying on authority in the State Budget Act to make
deficiency appropriations, define the appropriation as an emergency expenditure to
shorten the time for legislative notification from 30 days to 10 days, and take advantage
of the Section 27 requirement that the Legislature appropriate the funding by
March 1, 2004. A copy of Section 27 is Attachment II,

Senator Burton was quoted as saying that the action was of questionable legality and
that the Legislature must appropriate the funds before local governments can receive
any funding. A press release from the State Controller’s Office (Attachment Ill) supports
the Governor’s action indicating that the Administration’s proposal would continue the
backfill and ensure that local governments are kept whole through the end of this fiscal
year. Speaker Wesson commented that the Governor’s actions will help local
governments today, but the fundamental question concerning the source of funding is
unanswered (Attachment IV).
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The Controller’s Office is currently working with the Departments of Finance and Motor
Vehicles to determine the exact amounts of cash available for the restorations. They
are attempting to accomplish the restoration as a part of their regularly scheduled
December 26 disbursement. It is not at all clear that the December 26 target date can
be met. If it is not, they expect to make the disbursements by December 28 or 29. It is
likely that they will have details on the amount of the restorations by tomorrow evening,.
and they will provide the information as soon as it becomes available.

The Governor’s action is positive in terms of the immediate cash flow needs of the
County, but it potentially creates a $2.5 billion dollar deficiency over and above the
$148.8 million reductions made pursuant to Section 27. The Governor, however, has
identified $1.8 billion of this $2.5 billion amount which will come from higher than
anticipated revenue receipts and projections through the end of this fiscal year. The
source or sources of the funds to cover the remaining deficiency have not been
identified, which may mean ultimately that counties are subject to other reductions in the
Governor’s January Budget and the Budget that is finally enacted.

We will continue to keep you informed.

DEJ:GK

MAL:Ow:ib
Attachments

c: Executive Officer, Board of Supervisors
County Counsel
Local 660
All Department Heads
Legislative Strategist
Coalition of County Unions
California Contract Cities Association
Independent Cities Association
League of California Cities
City Managers Associations
Buddy Program Participants
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Governor Provides Immediate Funding For Counties,
Cities 12/18/03

SACRAMENTO

Governor Arnold Schwarzenegger today exercised his executive branch power to ensure that scheduled payments wilt he
made to cities and counties.

‘I was elected by the people of this state to lead; since the Legislative feadershtp refuses to act. I will act without them.~
said Governor Schwarzenegger. ~Wemust protect the people in this slate and give the cities and ::~cuntn thn ~. .

owe them.”

Flanked by law enforcement, tire personnel, and supervisors, the Governor today announced h~sdecision to invoke mid-
year budget authority granted to the Governor by the Legislature. Section 27 of the 2003 Budget Act ailows the Governor
to spend approximately 52.7 billion for local governments over the balance of the current budget year.

The section also gives the Governor new authority to redirect up to five percent of a spec~ticappropriation item into
another category. Schwarzenegger invoked this new authority to redirect nearly $150 million in current-year spending to
provide funds to local governments.

The Governor also announced that the Department of Finance has informed him that revenue receipts and profect~ons
through the end of this fiscal year will be $1.8 billion higher than anticipated.

‘I support local governments here today just as I did when the mayors ot the state visited the Capitol weeks ago:’ said the
Governor. “I had the responsibility to correct the error of the previous administration.”

This action upholds the Governor’s promise to provide local governments with the funds for essential local services
including tire and police services. Attached is a copy of Finance Director Arduin’s letter to the Legislature notitying them
that the Administration is invoking the authorities under Section 27.

Nptitication of Department p~Finance Ppsitipn on QetjcicocyAaThgrjty.

Section a’ thnrity

Back to Top of Page

P!eas~click here to return .10 th~.pnyipuspaqe.

OFFICE OF THE GOVERNOR
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December 18, 2003

Honorable Wesley Chesbro, Chair Honorable Jenny Oropeza, Chair
Joint Legislative Budget Committee Assembly Budget Committee
Senate Budget and Fiscal Review Committee

Honorable Dede Alpert, Chair Honorable Darrell Steinberg, Chair
Senate Appropriations Committee Assembly Appropriations Committee

Notification of Department of Finance Position on Deficiency Authorization

Section 27.00

In order to fulfill the Governor’s commitment to provide resources to local governments related
to the state’s car tax, the Department is transmitting notification of our intent to adjust current
year expenditures, pursuant to the provisions of Section 27.00(b) of the 2003 Budget Act, as
well as our emergency approval to spend at a rate that will incur a deficiency pursuant to
Sections (d) and (a) of the 2003 Budget Act.

Absent an action by the State, we estimate that as of January 10,2004, local governments will
be owed approximately $530 million in non-realignment vehicle license fee (VLF) revenues,
including amounts previously withheld for taxpayer refunds, as well as new offset amounts that
have not been funded due to the lack of an adequate General Fund appropriation. While this
estimate of the amount owed to date is subject to adjustment and the actual amount will vary
depending on the level of overpayments and refunds, the total amount of VLF revenue shortfall
for the entire 2003-04 fiscal year is approximately $2.652 billion.

Local governments rely on these funds for a variety of services induding essential public safety
purposes. In addition, certain counties have pledged these funds as a source of repayment for
bonded indebtedness. Continued uncertainty aver when these payments will resume will
compel local governments to contemplate layoffs and other reductions. Failure to promptly pay
these funds would constitute a situation of extreme peril that threatens the health and safety of
persons and property, Moreover, Section 10754 of the Government Code provides the State
shall pay local government an amount equal to the VLF offsets.

Therefore, the Department of Finance has approved a deficiency appropriation in the amount of
$2,503,164,000 from the General Fund to replace the revenue loss to local governments from
VLF offsets. The 2003 Budget Act provided an in-lieu appropriation of $1,000 for this purpose
because, at that time, the offset was suspended pursuant to actions taken by the prior
Administration. Except for an initial gap period as detailed below, local governments were
expected to receive funding from higher taxpayer payments, so replacement revenues were not
believed necessary.



L~’L6’U4 t355 FAA IPSU 445 1424 LA CO LEG REPS fl.
4

.,.-.

Chapter 231, Statutes of 2003, anticipated that local governments would loan $825 million to the
General Fund in the first part of the fiscal year due to the lag, or gap, in implementing the higher
vehicle license fees. Pursuant to Chapter 231/03, this loan would be repaid in 2006-07. In
November 2003, the Department of Motor Vehicles provided estimates to the Department of
Finance that indicated that the amount of loan from local governments due to the
implementation lag had increased to nearly $1.3 billion, rather than the $825 million that had
been anticipated. -

On November 17, 2003, Governor Schwarzenegger issued Executive Order S—1-03, which
stated that the prior Administration’s suspension of the VLF offsets was in error in that it was not
based on a reasonable interpretation of the statutes. The Executive Order therefore rescinded
the offset suspension and directed the Department of Motor Vehicles to reinstate the offset as
soon as administratively feasible. -

In addition, on November 17, 2003, Governor Schwarzenegger convened a special session of
the Legislature to, among other things, act upon legislation to fund the offset of motor vehicle
license fees from the General Fund. In its mid-year spending proposals, the Administration
indicated that fully funding the offset in excess of the $825 million loan amount would require
$3.625 billion. However, consistent with the loan provisions in Chapter 231103, the
Administration requested the Legislature to increase the local government loan from -

$825 million to $1.3 billion due to the implementation lag. As a result, the proposed
appropriation required to fund the VLF offset for the remainder of the 2003-04 fiscal year was
reduced to $3.15 billion based on the 2003 Budget Act estimates. Unfortunately, the Legislature
recessed without acting upon this request.

In assessing the funding needs for this program during the development of the 2004 Governor’s
Budget, we now estimate that the amount needed to fund the offset In the 2003-04 fiscal year is
$2.652 billion over the $1 .3 bdlion ~gap~amount.

The Department of Finance will be transferring a total of $148,836,000 of expenditure authority
from the items noted below to Item 9100-102-0001. These items are all included as part of the
2003-04 Mid-Year Spending Reduction Proposals and in accordance with Section 27,00(b) of
the 2003 Budget Act, the transferdoes not exceed 5 percent of the total appropriations for these
items. -

Item 2240-101-00W - 4140,000
Housing and Community Development—Close Low-Occupancy Migrant
Farmworker Housing Center in Blythe

Item 2740-00140Th. -$30,000
b~partmentof Motor Vehicles—Reduce General Fund Support

it~rn~l60-0Gl-0001 -$854,000
Department of Rehabilitation—Caseload Savings in
Vocational Rehabilitation Services

~j~17s-ooi-oooi -$310,000
Department of Child Support Services—Unspent Funds due to
Program Delays
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Item 51 75-002-QQQj -$566,000
Department of Child Support Services—Unspent Funds due to
Program Delays

Item 6175-101-0001 -$1,069,000
Department of Child Support Services—Administration----Unspent

Funds due to Program Delays

Item 5180-111-0001 -$41,100,000
Departmentof Social Services—Transfer Maximum Amount of
Federal Funds from CaIWORKs to Achieve General Fund Savings

Item 6440-001-0001 -$2,000,000
University of CalifornIa—Reduce Funding for Labor Studies Unit

Item 6440-001-0001 -$15,719,000
University of Califomia—’-Unallocated Reduction

Item 6440-001-0001 - -$12,209,000
University of California—Outreach Funding

Item -001-OOQI -$11,276,000
California State University—Unallocated Reduction

Item 6610-001-0001 412.453,000
California State University—Outreach Funding

- Item 6600-001-OQQj -$302,000
Hastings College of Law—Unallocated Reduction

!~rn7350-001-0001 -$808,000
Department of Industrial Relations—Current--Year Position Reductions

Item 7980-101-0001 - -$50,000,000
Student Aid Commission—Savings from Unspent Cal Grant Funds
item 9100-102-0001 i-$148,335,000

Local Assistance, Tax Relief -

Total so
In addition, this action wilt result in the Controller allocating funds to local governments at a rate
that will result in a deficiency of $2,503,164,000 in Item 9100-102-0001.
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Section 28.00

in accordance with Section 2&00 of the 2003 Budget Act, the Department of Social Services
requests authorization to increase federal expenditure authority within Item 5180-111-0890.

Item 5180-111-0890

The Department of Finance is -also approving an increase in federal expenditure Suthority in
Item 5180—Il 1-0890. Increased authority is needed in the In—Home Supportive Services
program to allow $41.1 million in federal Temporary Assistance for Needy Families Block Grant
funds to be transferred to the federal Social Services Block Grant and used to offset General
Fund costs in the program, This, in turn, would allow General Funds to be redirected to Local
Governments to offset the reduction in the Vehicle License Fee- -

The Department believes that the actions being taken under Section 27,00 (b), combined with
the mid-year spending reduction proposalsstill before the Legislature and proposals for savings
forthcoming in the 2004 Governor’s Budget, will provide sufficient savings in the 2003-04 fiscal
year to ensure that the deficiency in Item 9100-102-0001 does not result In a 2003-04 General
Fund deficit at the end of the fiscal year,

Please call Matt Paulin, Principal Program Budget Analyst, at (916) 322-2263 If you have any
questions.

DONNA ARDUIN

Director

Attachmeht

cc: Honorable Richard Ackerman, Vice Chair, Senate Budget and Fiscal Review Committee
Honorable John Campbell, Vice Chair, Assembly BudgetCommittee
Honorable Rick Keene, Assemblymember, Assembly Budget Committee -

Honorable Joseph Dunn, Chair, Senate Budget and Fiscal Review Subcommittee No. 4
Honorable Rudy Bermude4 Chair, Assembly Budget Subcommittee No. 4
Ms. Euzabeth Hill, Legislative Analyst (3)
Mr. Danny Alvarez, Staff Director, Senate Budget and Fiscal Review Committee
Ms. Anne Maitland, Staff Director, Senate Appropriations Committee
Mr. Jeff Bell, Fiscal Director, Senate Minority Fiscal Office
Ms. Diane Cummins, Senate President pro Tempore’s Office
Mr. Christopher W. Woods, Chief Consultant. Assembly Budget Committee
Mr. Geoff Long, Chief Consultant. Assembly Appropriations Committee
Mr. Peter Sohaafsrna, Staff Director, Assembly Minority Fiscal Committee
Mr. Kevin Bassett, Chief Consultant, Assembly Republican Leader’s Office
Mr. Craig Comett, Assembly Speakers Office (2)
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STATE OF CAUFORNIA
SECTION 28.00/28.50 APPLiCATiON

-- OF-ÀY (REV 05/97) -

Pleasei-epondollars in thousands.

~5LStreet
Sacramento, CA 95814
IMS Mad Code A-lB

DEPARTMENT
Social Services

REQUESTED FUNDING ADJUSTMENT
~ SECTION 2B.0O Csection2&50

ITEM 14ff NOTIFICATiON LEflER TO LEGISLATURE:
FISCAL 11-0890 ~ 30 DAY NOTICE C REQUEST WAIVER

2003-04 OF 30 DAY NOTICE
PROGRAM TITLE rER GOVERNOR’S BUDGET:
Social Services a~j~censin

FUNDING (SPECIFY FUND) CURRENTLY
BUDGETED

REQUESTED CHANGE

(÷)OR (-)

TOTAL

0890 Federal (25.15,01 0) 61,389,576 ÷41,100,000 102489,576

CHECK APPROPRIATE BOX(ES)
~ PROVISIONS1-4 OF SECTION 28 (B) HAVE BEEN SATISFIED. (Provideadditionalintonation asnecessary)

o ONETiME EXPENDiTURE.
C ONGOING C,OMMITMENT FROM THIS SOURCE. -

~ STATE MATCHING FUNDSBEQUIRED. (If checked, explainunder program proposal.)
~ EXPENDITUREEITHER SUPPLEMENTSOH REPLACESAN EXISTING STATE-FUNDEDPROGRAM. Qi

checked, explain under programproposal.)

PROGRAM PROPOSAL(Attach eddltion& information as necessary.)

TITLE:

TANF to-Tide XX Transfer to IHSS
- STATUTORY AUTHORITY: (State, federal, as approphata)

Section 28.00 Budget Act of 2002
Services ________ _______________ ____ _______ ____

DESCRIPTION;
Increasefederalexpenditureauthority in the In-Home Supportive Services (IHSS).

JUSTIFICATION: (Must inolude need for current year implementatioh and reason it can’t waft till next fiscal yearj
Increased federal expenditure authority is requested for In-Home Supportive Services. State
Legislation permits Title XX funds to be used in the 1HSS Residual Program to supplant the State
share. The Title XX Block Grant funds that were previously designated for IHSS have been
replaced with TANE-Titlo XX Funds.

_____ APPROVEDBY DEPARTMENTOF FINANCE: -

DATE SUBMITTED TO LEGISLATURE:DEC 18 2003

~AT~

SUBMITTED BY’
BUDGET OFFICER:

(3
DIRE



Attachment II

SEC. 27.00. (a) Approval by the Department of Finance of the
creation of deficienciespursuant to Section 11006 of the Government
Codeor approval to expendat rates that. in the opinion of the Director
of Finance, will require a deficiency appropriation. may be granted
only in casesof actual necessity. It is the intent of the Legislature that
authorization for deficiencyspending under this sectionshould be lim-
ited to casesof unanticipated expensestncurred in theoperation of ex-
isting programs, where it is necessaryto incur those expensesduring
the 2003-04fiscal year. No deficiencyauthorization may be made un-
der this section for any expenditure for capital outlay. No deficiency
authorization may be made under this sectionfor any expenditure at-
tributable to a prior year. for any expenditure related to legislation en-
acted without an appropriation, for startup costsof programs that have
not yet beenauthorized by the Legislature, for coststhat the Governor
hadknowledgeof in time to include in the May Revision, or for costs
that the Governor had the discretion to incur (‘1 not incur.

(b) The Director of Financemay transfer from any item or items of
appropriation an amount that the director determines to be necessaryto
avoid a deficiency in any other item or items of appropriation, except
that the director may not transfer more than 5 percetit of the total ap-
propriation for any item nor shall the director transfer funds from any
item if the transfer would, in the director’s judgment, result in that item
being reduced below the level neededto achievethe statutory require-
ments for which the item appropriates funds. No transfer of appropria-
tion authority shall be effective sooner than 30 days following notifi-
cation by the Director of Finance to the Chairperson of the Joint
Legislative BudgetCommittee and the chairperson of the committee in
eachhousethat considers appropriations, or not sooner than whatever
lessertime the chairperson of the joint committee, or his or her desig-
nee,may in each instance determine.

(c) The Director of Finance shall, at the time the Governor~sBudget
is introduced, notify the chairperson of the committee in eachhouseof
the Legislature that considers the statebudgetof the total amount of de-
ficienciesapproved pursuant to this section prior to the publication of
the Governor’s Budget. Thechairperson ofthe committee in eachhouse
of the Legislature that considers the StateBudget shall juiniediately in-
troducelegislation to appropriate the necessaryfunds, and that legisla’
tion shall be enactedno later than March I. 2004.

(d) The Director of Financemay not approve any deficiencyautho-
rization unlessthe approval is madein writing andfiled with the Chair-
personof theJoint Legislative Budget Committee and the chairperson
of the committeein eachhouseof the Legislature that considersappro-
priations not later than 30 days prior to the effective date of the ap-
proval, or not sooner than whatever lessertime the chairperson of the
joint committee,or his or her designee.may in each instancedetermine.
exceptforanapproval for an emergencyexpenditure. The director shall
include in the written deficiency request an explanation of why the di-
rector did not use the authority granted in subdivision (b) to reduce
other items to avoid the deficiency. “Emergency expenditure.” for this
purpose,meansan expenditure incurred in responseto conditionsof di-
sasteror extreme peril that threaten the health or safetyof personsor

1



propertywithin thestate.This notification requirement is not applicable
to caseloadincreasesin Medi-Cal, California Work Opportunity and
Responsibility to Kids (CalWORKsj, and Supplemental Security
Income/State Supplemental) Program (SSI/SSP).All notifications
shall include: (I) the date a deficiency request was receivedby the De-
partment of Finance, (2) the reason for the proposeddeficiency. t 3) the -

approved amount, and (4) the basis of the department’s determination
that the expenditure for which the deficiencyauthorization is approved
is required by a caseof actual necessity- If the notification occursafter
the publication of the Governor’s Budget. the chairperson shall call a
hearing of theJoint Legislative BudgetCommittee to considerwhether
the director’s approval of a deficiencyexpenditure should be rejected.
No approval of any deficiencyauthorization may be made by the di’
rector after May IS. 2004,except for the approval of an emergencyex-
penditure.

(e) Approval for any emergencyexpenditure shall be made in writ-
ing and tiled with the Chairpersonof the Joint Legislative BudgetConi-
mittee and the chairperson of the committee in eachhouseof the Leg-
islature that considersappropriations not later than 10 days after the
effectivedate of the approval. All noticesshall state the reason for and
the amount of thedeficiency. togetherwith the dmrectors deteruiiuiiatioua
that the expenditure for which the deficiencyauthorization is approved
satisfiesthe criteria for emergencyexpendituresset forth in this section.
and the basis foi that determination.

(0 Each notification of deficiencyor emergency expenditure shall
include a determination by the Director of Financeas to whetherthe ex-
penditure wasconsideredin a legislativebudget committeeand formal
action wastaken to not approve the expenditure within the previous lis
cal year. -

(g) The Department of Finance shall provide copiesof all requests
from agenciesto spend at rates that will result in a deficiency appro-
priation, in an aggregateamount for the 2003—04 fiscal year that cx -

ceeds$500,000,to the Chairperson of the Joint Legislative Budget
Committee and the chairperson of the committee in each houseof the
Legislaturethat considersappropriations. The department shall submit
thesecopieswithin 15 working days of receipt. The transmittal of this
information to the Legislature shall not be construed by the requesting
agency asapproval of the deficiency request.

(h) The Department of Financeshall-provide deficiencybill updates
to the Chairpersonof the Joint Legislative Budget Committee and the
chairperson of the committee in eachhouseof the Legislature that con-
siders appropriations if requestedby the Legislature or asdeemednec-
essaryby the Department of Finance.

- 2
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CONTROLLER STEVE WEsTLY
STATE OF CAL~FORN~A ~w~’

FOR IMMEDIATE RELEASE: CONTACT: STEVEN FISHER OR

DECEMBER 17,2003 STACEY RAGLAND

9I6-324~235O

WESTLY SUPPORTS VLF BACKFILL
Sacramento,CA — StateControllerSteveWestly today issuedthe following statementin
responseto the Governorsdecision regardingrestorationol the Vehicle License Fee hackfiII br
local governmerits.

“Our police officers and firefightersmustnot he heldhostagw’ Wcstly said. ‘Ihis is an

appropriate but temporarysolution. The Governorand I ~egislatnrc now have six months o cut
wasteandsolveCalifornia’s fiscal crisis”

“The Statehasa legal obligation to continuethe hackfi I and to ensurethat I ocaI governmentsare
kept whole. The Adniinistration’s proposalaccomplishesthis legal ohiectiye through the endof
this fiscal yeaL’’ saidRick Chivaro,Chief Counselto the StateController’s Office.

##tt



AttachmentIV

FOR IMMEDIATE RELEASE
DecemberI 8- 2003

SPEAKER WESSON ISSUES STATEMENT ON
GOVERNOR’S ACTIONS ON VLF BACKFILL

SACRAMENTO - Today AssemblySpeakerHerbI WessonJr. (D-Los Angeles/CulverCit~)
released the following statementregardingGovernorArnold Schwarzeneggers actionson the
VhF backfill:

“Democratshavealways lhnght to protectlocal go~ernments.becausewe knov~
they provide vital serviceslike police officers, firefighters, librariesand parks”

“The Governoris learningthat everyaction on the budgethasconsequences
While the Governor’sactionswill help our cities andcountiesget what they need
today, ni concernedthat Ins decisiondeepensour budgetdel3cit and is hound to
hurt someoneelse tomorro~~.l’he most fundamentalquestionis unansv~ered:
whereis the moneycoining from?”

“Governmentis aboutchecksand balances,notjust checks.\\ e must makesuiv
that the checkthe Go~ernor ~srites toda\ i~on t he cashedat the cxpemiseof our
school children,our sick anddisabledandour elderly tomorrow”

I F:. I

I

HERB J. WEss0N, JR~
S P A K r P :. Assr p p

CONT ACT: PanI I Ic Inc
ollmee: t9 16)319-2408

SPEAKER’SOFFICE OF COMMUNiCATIONS ::~:t;:’:~:,:~ 21~. .‘~, :, ‘~“ 0


